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Dominion Eland Rating Service {"DBW"')appreciates this to comment an the 
above-referenced pmpusal to define the tmm Nationally Rem*d Statistical Rating 
Organization ("NRSRQ").I 

Based in Toronto and with. offices in New York and Chicago, DBRS was f a d  
19% by Walter Schroeder, who mnins  the &mpmy% President. DBRS is employee 
is not amliaclpxf with any athex argmimtion, and I h i t s  its business to pxovid@ credit ratings 
and related research. DBRS is a "'generalist" rating agency, in that we analyze and rate a wide 
vazkty. of institutions and co ate s t m c ~ s ,includirrg g o v e m a t  bodies, and various 
strucm& tsawctioas. At this time, BBRS mtw the securities of more than 1000 issuers, 

y recogxlized as a pmvicter of timely, indepth and impartial credit 
inions are conveyed %o&the marketplaw uskg a familiar, easy-ta-we 

letter grade scale. Time ratings, along with connprehemive rationales to support every rating 
opinion and action, arr: publicly available on our website, as well 2 r ~through the Bloomkrg 
network. Moreover, D3RS spansors semiwin ;.md conference calls to pmmate ratings 
transparency a d  to answer questions from market participants. In addition to the publicly 
released ratings inf'ornafictn, DBRS also makes full rating: reports, industry studies, 
r:omen&es and axxritization senricer repor@available to paying subscribers. More than 
4,500 instituaunal investairs, fllzancial institutions and gowmenml bodies currently subscribe 
to DBRS3ervice-s. 

DBRS was dwig as an NRSRO in S h  that time, DBRS has worked with 
regulatory bodies and i h s w  grclups to develop uniform standards to ensure that rating agencies 

l Rel. No. 34-51572 (April 19, 2005) 70 Fed.Reg. 213% (Apr. 25, 2005) ["Proposing Relearn"). 

"tw from Annette L. Nazaech, Director, Division of Market Regularion to M&-Anne Pisarri, 
Piclard and Djinis U P  (February 24, 3). DBRS has also been recognized by the Nationstl Wsmiation of 
Insurance Cornmissianea ("NAXC"). 
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such as FlRSROs d i s s e d t 6  credit ratings that an:hxkpendent, objixdve and credible. For 
example, DBRS provided input to the International Organization of Securities ColllLnissio;ns 
("IOSCC)")in the development of the Code of Conduct Fundamenals for Credit Rating Agenciw 

and agreed to abide by that Code.' More recently, we hav in("IOSCO Code"'), 
discussioxf5 with SEC kx an eEort to create a fmmewo& that will allow the 
to oversee NRSROsho~inud compliance with applicable designation criteria. Wbik thh 
oversight h e w a r k  is being designed to promote the independence, objectivity and credibility 
of credit ratims, it is not intended to be used as a way to evaluate the p l i t y  loif an NRSRO's 
ratings opinions or to second-guess particular credit ratings decisions, Like the IOSCO Code 
which will be incorporated d o  it, the proposed avemi@t h e w o r k  will operate on the premise 
that so long as a rating agency" scfivities are mWicimtiy transpaent, the marketpIace i s  the besf 
judge of the quality of h t  agency's ratings opinions. 

DBRS applauds the G o d s i o n ' s  efforts to bfing trmspawncy ta thie MaSRO 
desigmtion procem by defining the term NarionalXy Recognized St&tisticr;xl htiq Orgmimti~n 
in proposed new Exchange Act Rule 3b-10. As expfained in more detail blew,  DBW gemrally 
endorses the Wts?cornponds of the prqmsed definition, although we believe that MRSROs 
should be required to make more information h u t  their ratings a d  systematic procedures 
publicly wailable thm the grup~sd would recfuipe, in order to b h g  the &esimdon critda 
more in line with industry best practices as reflected in the IOSCO Code. Momver, as one of 
tbe most r w n t  NRSRO designees, D E B  believes that a form& application 
designating NRSRCh wodd be preferable to the existing no-action lerter prooess, We furtkex 
believe that regardless of which m ~ d o i o g yis used, an NRSRO designation should remain 

~ ~effective unless and until it is w  i by the Cammissi~a fm cause, 

The first c~mpomntcrf pp&Rule 3b-10 cownts three a 
credit ratings issued try a fating entity. Under the proposed rule, an 
publicly available + current asssments of creditworthiness and 
securities or money imnmen&. We address each of these factors in turn. 

DBRS agrees that users rrf redi it ratings should not have to pay fur access to ratings they 
employ for regulatory p m s e s .  We also agree that broad dissen~ination of ratings is essenljaf 
to the marketplace's ability 40 ~ s e s sthe wl i ty  af rn entity" credit rafings. For tkese reasom, 
DBRS e d u r s a  the C-ssion" proposal t in order to meet the definition af NRSRO, r u ~ .  
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agency nut (except in the case of "pri~ate'radngs")4 disseminate its ratings opinions on a 
widesp~adEhasjs at no cost. While we do not believe Rule Jib-la should specify the m m e r  or 
metkod Qat must be used to distribute ratings, we encrrumge the C a d s s i o n  to confirm that 
gub1it;Kmg ratings in a readily accessiblte manner on a company's website will suffice. 

We further suggest that tk Commission rethink iB position that the public availability 
17equkment in Rule 3b-EO(a) be limited to jurst the credit rating symbol md not apply to the 
agency" rating: rationale as we1lR5A s p b d ,  without more, is of limited probative vdue 
tcr the mketplaczr=, Xn anriving at a rating decision, agencies may use a n m k r  of different 
methodaEogies, m&e different assumptions and give weight to different: factors. While this 
divwsiq of approach edmcxs the safety and soundness of the capital markets, it also places a 
premium rsn tmnwreflcy; in oxdes to judge wbellt&ra particular asmy's credit opinirrns have 
value, me  needs to understand haw thw opiniorts were famad, 

The IOSCO Code recognizes this fact when it statm: "When issuing us revising a rating, 
the [credit rating agency ("C16LcSLw)] should explain in its s aad reports the key 
eltllnenes underlyh the mthg apinion.'" b e  wge the Commission to clarify that in order to 
qualify as an NRSRQ), a rating agency must make not anly its rating;^, but also its ratings 
rationales available to rlhe public at no cost. This is not Eo say that NRSTtOs may not offer mare 
in-depth credit analyses, reports and cansu;ultaticlns to subscribers fur a fee. Indeed, such 
ancillary services are imwrtant resources for investors such as mutual fund companies.' But 
sufficient idarmation about credit ratings should be publicly available to allow those ratings ta 
be unde:rstocrd and assessed. 

the public availability of ratings used far regulatory purposes, 
Rde 3b-10 would d s  mxnts of creditworthiness; that 
is, that they reflect the NWRO's fmmthetme! a 
until the time it is changed or wi instructs &at an 
m e t  &is mqui~mentby implmenting policies and procedu~sdesigned to enam that racings 
are monitorrsd on a co.nfinuuus basis and updated, if newssag, upon the occurrence of material 

' "Private mtinp" are pmvidd to issuers wirh the un&rsWq that they will not be publicly 
distributed. An issuer rnay request sucb a rating, for example, in cotmixtion with the sale of a debt instrument to 
a and1 number of institutional invwtars ar in order to provide a senrim within a securitization. Because private 

not wed for regulatory plsrp~ses,they would not be: mbject to fhe proposed requiremenr of public 
&sefnimGan. 
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~ v e n t s . ~The Commission does not propose to specify a tin~ewithin which ratings would aeed 
to be: up0taW, instead giving NRSROs the flexibility to respond to material events affating 
ratings on a case-by-case basis. 

DBW suppns adding a currentness requirement to the NRSRO definition and agrees 
that outdateid assessments could interfere with the intiended regulatory uses of credit ratings. We 
W e r  d a m  the Camission% flf~exiM~: roach t;cz the timing of ratings updates. In both 
af these areas, proposed Rule 3b-10 is co s&y best practiws as reflected in the 
fOSGO However, the Code adds y element ths is lacking in the pmposed 
rule. En this regard, Section 1.10 of the IUSCO Code provides: 

Where a CRA makes its avdlable to ihe public, ahe CRA should publicIy 
a m o w e  if it diswntinws rating an issuer ar Migation, . . . [Cjontiming 
publicatim by the C3.A of the disconhued rating should indicate the Bate the 
rating wm Iast updated and the fact that the rating is no longer being updated. 

ests that a similar w n q t  should apply to Rule 3b-10. Adopting a 
witbut a comespoMi t rawarexy  requirement could miskad the 

users uf credit ratings into thinking that afi published ratings reflect the NRSRO's up-to-date 
opinions on creditworthiness. 

The third aspect of credit ratings that h e  proposed rule d4rest;es concerns specificity, 
Here, Rule 3b-I0 would require that an MRSRO's ratings relate to spe~ificsecurities or rnltney 
markt imtmments, rather thnn to the genml creditworMness of issuers. DBRS agrees that 
baause the risk of defadt on different debt instrzulnents of the same issuer a n  vary 
cansiderably, applying a single rating ta a11 such hstnments could have adverse regulatory 
conSf=wenca, Thw, DEW3 also agrees that in order to qualify as an NRSRO, a rating agency 
shauld r&e qxxific ~wuxlitiesor. obligatiom mt just ismem- Of caurse, NRSROs should 
also 'be dlowedt to use issuer ratings to clarify their views or to ~~iflisfy investor demand. 

Market Acceptance 

Pmposed Rule 3b-10's second component provides that in order to be considered an 
NRSRO, a rating agcncy must be generally accepted in the f i i a l  markets by the predominant 
usem of securities ratings as an issuer of credible and reliable credit ralhgs. Because DBRS 
bdieves tkat themarketplace is the best judge of what constitutes a reliable credit rating, we also 
befieve that ruwket acceptance is a critically impmnt  t a t  for detemining whhr a ratkg 

ncy &auld be designated as an NRSRO. This acwptmce cm be dem~mtraeedin a numbr 
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of ways, including prwf of subsbntial use of an agency" stings by muitlultl hnds, pension 
plans, broker-dealers and insurance companies; proof that the agency has been retained to rate 
securities issued by a bmad group of well-cstpitabx3 firms; or even proof that an agency's 
mtings are widely cited in the financial and mainstream press. 

We. also endom the Cammission% proposal to continue its practice of designating 
Xbited-coverage NRSROs, apeden= has shown rbat such NRSROs can provide a full and 
accurate assessment of cledlt risks in their selected sectors of thedebt market and that a limited 
d e s i p t i m  does not inhibit an agency" ability to expand its business into other sectors over 
time.'O We bcfiwe that designations limitxxf by geographic area may aka be appropriate, so 
tong as the agencies seekmg such Elesigr;natstions cm establish tlmt they are m o g ~ ~by the 
financial mkmlm for issuing credible and reliable ratings within those arms.1' 

One way a ratingagency can foster market acceptance (either on a broad or limited scale) 
is by publishing hismriwl perfarmanee studies and data refatedto its credit ratings. Recognizing 
that this type of infomtion promotes m q a E n c y  and enables the market to best judge the 
p e d m m e  of credit ratings, the XOSCQ Code calls for rating agencies to publish historical 
default rates of theif: r ~ t h gcategories unless such information is unavailable or is likely to 
mislestd the users of the rzttings.15 The Canmission may wish so include a discussion of this 
eupic in c u m c ~ o nwith Rule 3b-10 well. 

e provides that inorder to as an NRSRCI, 
&signed .t̂ o emre  the is of"credible and 

reliable rarings, manage potential conflicts of interest atnd prevent the misusa: of nmpubl'rc 
hfmat iun .  This c o q n e n t  also addresses an NRSRO's need to have sufficient resources to 
comply with the procedures it has adopted. 

I '  Although BBRS qports  the granting of limited-scope dessignations, we clQ not support &e granting 
of provisional designations. It is not dear what rhe utility of a provisiaasll rating would tre, and mainwiag two 
clams of NRSROs in a given sitwtio~would Ukly =use conhsion Inthe rnarketp2~~:. 

" IOSCO Code, fS 3.8. 
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covered by each d y s t ;  the sources of infomation used in arriving at a ratings opinion, 
including whether &: agency has meaningful access to issuers' management; the rating agency's 
organizational smcntre and how that refates to the firm" imkpendence f m  the compdes it 
rates; how the agency identifies, and manages or elhlnatw conflicts of ken%; the effectiveness 
of the firm's policies and res dmigned to profribit the misuse of material, nonpublic 
information; and the sufficiemy of the a g e w y ? ~f k i a l  e w w w  enable it .so meet the 
definitlad requirements of an NRSRO a d  to ensuse the integiq of its credit ratings.l3 

DBRS bmrti1y endorses requiring NRSROs to employ systematic procedures to ensure 
h&g~@ of their med&ratings, minimize conflic& d prevent the misuse of 

inside s om ti on. We agree that NRSROs should have macient fimmial resources to 
be able to comply with these pmedums. The implemenation md enforcement of such 
procedures are industry best practices and are the linchpins of the IOSCO Code. We haher 
believe that the C o d d o n  has swcessfufly identified the are relevant to 
an assesment of a m h g  agency" sompliarnce with the Nlt31SR.Q &fition. However, in 
considering these factors, DBBS respectfully suggests thitX two overazm principles be 
observed. 

The secmd principle is that rating agencies cam in many shzzpes and sizes and may 
;Fsllow different paths to reach the satne end. nerrzfoxe, while all 
and mfom written procedures that address (a) the key pmesses 
matyses; Ojlr how they identify, and eliminate or manage potential 
affect their ratings bu5hxs; and (c) how they protect, c " a& and use material, non-public: 

wgl look the same, 

Following these principles leads DBM to mpprt the Commission% decision nat to 
plropuse (i) minimum experience and mini requiremen& for credit analysts, (ii) limits on the 

It 
 Given tJle nature of a credir rating and tire distinction b & w m  a c d t  rating lutd atl auditds reprt, 
DBRS camends the Commission for recognizing &at a rating onsibible fix auditing an imer's 
finmcW cltntiitisn. Id., note 80. DBRSbelieves, however, that it would 'be di.Eficû ftto imposenboard requiremat 
&at NRSROs "test the htegri&''of informtion they m i v e  fmm issuers md third parties without straying too close 
to the line between rtuditors and rating agencies. 
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There is one area, however, in which DJ3W d m  not find the third component to be 
sufficient: transparency. En oorder fur the marketplace ta assess the credibility and reliability 
of an age~cy'scredit ratings, the puMic must have access to basic M o m t i o n  abut how 
ratings wax &ved at. The I W O  Code recognizes this fact when it mates: 

The C M  should publish mEcient information about its pnxtsdures, me&dologies and 
a s m p ~ ~ n s. . . so that outside parties casl u n d e m w  h w  a rating was arrived at by 

15the CRA.* . . 

Laewise, t k  public must have basic idomation about how a rating agency manages 
conflicts of interest if the marketplace is to judge whehr that agency" credit ratings are mky 
independent. In this regard, tfie IOSCO Code provides: 

The CRA should adopt w&tminternal procedures and mec:hanisms ta (1) identify, and 
(2) eliminate, or manage and disclose, as appropriate, any actual or potentiat conflicts 
of interest that may influence be  apinkns a d  malyses the CRA makes or the judgment 
and analyses of the individuals rke CRA employs who have an influence on ratings 
decisions. The CRA% cafe of conduct should afw state that the CRA ~ $ 1 1disiclcm wch 

15 
 Id., $ 3.10, 

ause every credit rating agency faces some type of xtual or potentid conflict af btmst, ft L not 
possible to exxcluxle ccmdiclted ageau;.h from the definition of NRSRO. 
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rule defines the term "Nationally Recognized Statistical Rating 
ss thprocess by which a credit rating agency amins that status, 

t an entity that meets the rule" defi~i~onalmxfards would 
t rbe b l a s e  g ~ s  to mog&e greater certainty aboutm 

red by those entities who use credit ratings far regulatory 

purposes.l9 In order to provide this certainty, the Commission propcrEs to tomtinpre to 
staff available to designate fVlRSROs through a no-action letter prtsces~.~ This approach differs 
from the one tke Commission took in 1997, when it last proposed to define what it means to be 
an l?lRSR0.21 The earlier rule proposal, which was never adopted, provided a formal 
application process for agenciezs seeking NRSRO status. 

Based on its own experience, DEW the no-action letter process is opaque 
and cumbersome, and shsprld be replmd wi lic~tionprocess that allows for notice 
and the opportunity for public comment. Applicants who are not granted mNRSlffO &siption 
should be not.iFxsd af the msons fox their rejection so &at they may improve heix operatiom 
in the specified weas and i their chances of submitting a suc~asfilap 
future. DBRS bexieves that nzeasui.es will increase h tmparency of 

e&mx investor confidence. 

Regardless of whther a formal apptication or i d o m 1  no-action letter process is used, 
DBRS agrees &at it is important to establish a time period within which a decision mgarding 
NRSW desig~donwill be ma&e. The selected period should be short enough to promote 
efficiency, bat long enough to pennit a thorough review of the application or no-action letter 
r e DBRS further believes that mesurinig this decision period only f m  the dace 0x1which 
an entity has submitted all reqaimd infamation is problemaxic; d 
requests for a$dirioml infomaion, the appliwion or no-actian teter process could drag on for 
years. In order to avoid this problem, DBM respectfully suggestis that a decision regarding 

should be made by either 90days from the date on which the entity submits 
tion or 180 days f m  iche date that the applicati~dreqwstfar no-adon 

'l 
 At that time, the C o d s s i o ~proposed to define the tern NR;FRO by way af an arnendmnt ;to the 
net capital rule. Rel. No,34-39457 ( D m b r  17, 1997), 62 Fed. R q .  68018 (DmmtKr 30, 1997). 
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Moreover, once an NRSRO desigmtion is c o d e ~ dcma rati agency, that. designation 
should remain in effect unless and until it is withdrawn fbr au-se. The Proposing Release 
suggests that given ' k b g i n g  market conriitiom,'" staff wil3 begin including expiration dates 
in the NIRSRO no-action letters it issues.= DBRS m p t h l l y  submits that adding expiration 
datjes ta NRSRO desig~ittions would do more h m  than g a d .  

First, the whole point of establi an NRSRO designation process is to afford certam 
to those who use; credit ratings for regulatory purpases. That cmMnty would be d ~ n i s b dif 
NRSR33 desigmtions were of limited duration, Bmker-de&ers could find themselves out of net 
capital wmplianw or money market funds be forced to sell off parts of theis portfolios 
simply becaw the clock strikes twelve for an agency on whose credit ratings thew parties 
rely." Uwrs of credit ratings would k forced to establish complex systms to monitor the 
current stabs of relevant NRSROs, whose designations might alf expire at different times. Evm 
if the NRSROs were diligent about mppfyirzg for their &esigmtions, the capital markets could 
be thrown into disarray if rtqwsts far M e s i ~ t i l a nb e ~ m etrapped in a logjam at the SEC. 

Furtherno=, forcing rating agemies to continuously reapply for W'R.0dasima~an 
coufd create a barrier to entry for firms, who may find it difficult t .  shoulder the cmts 
of a11 the extra apptications ar na- mquests. Another barrier to entry could be erected if 

icationr, of new firms get stuck in a queue behind the reapplications of existin8 
s, Nor can the burden on the Comission staff of pmcessing d l  these dditional filings 

be ignored, As hismry has shown, evaluahg NRSRO designation requests is a fabur-intensive 
exercise. 

On the other sick of the equation, DEIRS submits &at no is to be gained by making 
W R O  deslpations routinely expire. NRSROs who agree to camply with the proposed 
oversight framework will already be providing evidence of their policies and proceduns, 
histofical performme data, fm%mials t a r n e e  r infomatian to the SEC staff on rn 
ongoing basis. This infomtion will enable the monitor a rating agency's contimed 
eiigibillq for NRSRO stams, D on the chmst;.unces, a rating agency could lose that 
status if it fails within a reasonable time to comct material dRficiencies identified by the SEC 
8aEE. Under these circrxrnsranms, no additional henefit would accrue from requiring routine 
NRSRO redesigmtions. 

One final point merits dixugsion. The b p s i n g  Release noks h t  when issuing iull 

NRSRO no-action lett~r, the staff conditions the letter on the rating agency" not representing 



to the puMc that the Comissir>nconsiders the agemy to be an NWRQ.3 DDBRS respectfully 
requesb the Comnaission to rethink this practice- In order to kmw which credit ratings can be 
used for regutatmy purposes, market phcipmb must kmw which rating agencies are NRSRQs, 
As noted above, having an official designation of that status gravides a measure of certainty to 
credit mting users. Farbidding rating agencies from mti@ing the public of the agencies" 
NRSRO status deprives the markerplace of that certainty, and has an mi-esrnpdticte eflect on 
newer or less welt-hown designees. Transparemy regarding a particular agemy" NRSNRSRO 
status Is even mare hpmnt if a desi on is limited by market sectar or geographic m. 
White DBW is sensitive to the Commission's desire not to be seen as vouching for the quality 
of an agemy's credit ratings, we no~tfie1essbelieve that rating agencies should be free to make 
tk i r  NRSRO status known to the publicgE 

Very tmly yours, 

Kent Wideman 
Group Managing Director, 
Financiaf Institutions & Policy 

cc: (By Hand) 
H Q ~ .Wilfiam Ii. Donaldmn 
Hon. Paul 5. Atkins 
Hon. Roef C. Camps 
Hon. Cynthia A. Glassman 
Hon. Harvey 3. Goldwhmid 
Annette L, Wazareth 


